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_ The budget presented by the Honourable Michael Wilson 
offers Canadians the opportunity to invest in their own 
future and to share in the economic revitalization of this 
country. The government believes that, by working with 
individual Canadians and encouraging their natural, entre- 
preneurial spirit through fair and equitable fiscal measures, 
Canada can be put back to work. Jobs are our priority and 
the government remains committed to addressing this 
urgent need. 


The budget contains a number of measures specifically ; 
intended to encourage the role of research and development 
as a principal component of economic recovery. Indeed, 
R&D has been identified as one of the key elements in this 
process. This booklet is designed to clarify the whys and 
hows of these measures; outlining what they offer to 
owners of small and medium-sized businesses who will be 
encouraged to expand their operations, and to all Cana- 
dians, who wish to invest in the opportunities for growth 
that R&D offers. 


Our future, and that of our children depends upon our 
resolve to recognize and act on the issues that offer the 
greatest potential for increased prosperity. R&D is vital to 
our economic future. It is now up to Canadians to accept 
the challenges before us. 


I look forward to working with you towards our common 
goals. Together, we can reach the potential that increased 
R&D offers to economic growth in Canada. 


ee 


The Honourable Tom Siddon, P.C., M.P. 


Foreword 


“fA further key to growth and more jobs is investment in 
research and development. Technological change is the 
driving force behind economic progress. We must keep 
pace in order to compete both at home and in foreign 
markets. A strong R&D performance has a vital role to 
play in meeting this challenge. It is an ongoing priority of 
this government to encourage a much-improved R&D per- 
formance in Canada.’’ 


“In these three areas — small business, research and 
development and energy — the government has clearly 
identified the components of economic growth most likely 
to result in the greatest and fastest response.”’ 


Hon. Michael Wilson 
Budget Address 
May 23, 1985 


“‘Research and development, and the resulting innovations, 
are the lifeblood of a successful economy and country.’’ 


“‘We have an urgent need at the present time for a dra- 
matic and innovative fiscal reform in regard to investments 
in high technology. We must formulate a fiscal formula 
which will incite not only already important companies but 
also thousands and thousands of small and medium 
investors to forge ahead and become the owners of this 
new generation of companies, and in so doing to create 
hundreds of thousands of new jobs.’”’ 


Rt. Hon. Brian Mulroney 
1983 


Research & Development and The 
Budget: A Key to Economic Growth 


Canada has produced enviable technological 
innovations in areas such as space, earth and 
health sciences, agriculture and communications. 
However, we now face strong challenges, in 
both domestic and foreign markets, from the 
innovative and technologically-advanced prod- 
ucts of our competitors. Only by enhancing our 
R&D performance will we be able to maintain 
and, indeed, expand our share of world markets, 
strengthen our national economy and create the 
new and more interesting jobs that Canadians 
need. 


Accordingly, the federal government is intro- 
ducing new measures to stimulate greater research 
and development (R&D) efforts in Canada and 
to provide capital for the establishment and 
expansion of innovative firms. R&D not only 
increases competitiveness through the develop- 
ment of new technology in Canada, it also 
increases our ability to use and adapt the many 
technological discoveries made elsewhere in the 
world. 


Improved Definition of R&D 


In order to emphasize the intended scope of 
industrial R&D, the term ‘‘ Scientific Research”’ 
in the Income Tax Act will be changed to read 
‘*Scientific Research and Experimental Develop- 
ment’’. 


A significant change to the rules governing the 
eligibility of expenditures for R&D tax credits 
will benefit all firms conducting R&D. The 
‘‘wholly attributable’ rule has been relaxed. In 


future, all current expenditures directly attribut- 
able to R&D may be claimed by the firm. Capital 
equipment acquired for R&D purposes may occa- 
sionally be put to other uses without its R&D 
tax status being rescinded. 


Small enterprises, which do not have separate 
R&D facilities and whose senior management 
often participate directly in research activities, 
will be particular beneficiaries of these changes. 


Refundable Tax Credit for Canadian 
R&D Firms 


Many smaller firms performing R&D, and 
especially those in a start-up phase, have dif- 
ficulty in attracting capital and yet are not able 
to take full advantage of prevailing tax incen- 
tives. These firms contribute significantly to the 
strengthening of the Canadian economy. The 
government will assist them in their initial 
growth phase by making the full 35 per cent tax 
credit they earn for R&D directly refundable. 
This refund will be applicable to the first $2 
million of current R&D expenditures, and could 
result in refunds of up to $700,000 per annum 
to eligible firms. 


Revenue Canada will establish a separate 
administrative unit to assist in the handling of 
these claims so that the R&D firms will receive 
their refunds without delay. 


Increased Availability of Capital 


Many entrepreneurial and innovative ventures 
face major obstacles in obtaining adequate 
financing to complete the development and com- 
mercialization of new products. Recognizing this 
need, the budget sets out several new initiatives 
to help generate the necessary capital resources: 


Z 


@ Capital Gains Tax Exemption 


To encourage individual Canadians to invest 
in new and growing innovative enterprises, 
which offer the potential of high returns, a 
personal lifetime exemption for capital gains 
of $500,000 is proposed. This limit will be 
phased in over a period of six years beginning 
in 1985. 


m@ RRSP and RHOSP Funds 


A registered retirement savings plan (RRSP) 
will be permitted, under a further budget pro- 
posal, to invest up to 50 per cent of its assets 
in shares of arms-length Canadian-controlled 
private corporations (CCPCs). Coupled with 
the budget measures to permit greater con- 
tributions by individuals to an RRSP, signifi- 
cant amounts of capital could be made acces- 
sible to these corporations. In the short term, 
the provision to permit individuals to use 
funds from registered home ownership savings 
plans (RHOSPs) for any purpose may also 
result in funds becoming available for 
investment. 


= Small Business Investments by Pension 
Funds 


Large pools of capital are available in pension 
funds, and two mechanisms will permit these 
funds to invest in small, technologically- 
oriented firms. The pension fund may 
establish a Small Business Investment Cor- 
poration (SBIC) to provide equity or debt 
capital to small and medium-sized Canadian 
corporations, or may participate with other 
pension or RRSP funds in a Small Business 
Investment Limited Partnership (SBILP) for 
the same purpose. 


= Labour-Sponsored Venture Capital 
Investment 


A venture capital fund, sponsored by organiz- 
ed labour, was established in Quebec to invest 
in small and medium-sized businesses. The 
provincial government provides tax incentives 
to individuals investing in the fund. The 
budget proposals indicate that the federal 
government will make such investments even 
more attractive by providing a federal tax 
incentive to any venture capital fund organized 
along similar lines. 


These measures and the design of a 
streamlined refund programme will greatly 
alleviate the difficulties experienced by highly 
innovative firms in obtaining equity funding. 


Thus, it will no longer be necessary for firms to | 


pass along R&D tax credits to outside investors, 
with the additional costs involved. The Scientific 
Research Tax Credit (SRTC) has accordingly 
been eliminated. Special arrangements have been 
made, however, for SRTC agreements that were 
entered into before budget day. 


The new refundable tax credit and the provi- 
sions to improve the supply of capital to R&D 
firms, such as the capital gains exemption, will 
provide better and more direct support than 
was previously available through the SRTC 
programme. 


Additional Measures to Support 
Research & Development and 
Innovation 


The tax measures proposed in the budget will 
help generate a business climate in which inno- 
vative, entrepreneurial firms can flourish. The 
federal government will also continue to provide 
necessary research infrastructure, to conduct 
research in its own laboratories, and to maintain 
specific industrial research assistance program- 
mes which accelerate the diffusion of new tech- 
nology into the marketplace. 


Much greater emphasis will be given, however, 
to developing, in full consultation with the prov- 
inces and with industry, an integrated approach 
to research and development. The existing wide 
range of programmes will be streamlined and 
- emphasis will be given to ensuring that techno- 
logy developed in government laboratories is 
made more relevant and more readily available 
to Canadian firms. Greater industrial participa- 
tion will be sought in the selection of areas of 
investigation to ensure that the government is 
responding to real needs. 


A task force, under the direction of the Deputy 
Prime Minister, the Honourable Erik Nielsen, 
has recently examined federal programmes sup- 
porting R&D and has made a number of propo- 
sals to enhance their effectiveness. The most 
- significant of these proposals are the following: 


e The National Research Council’s Industrial 
Research Assistance Program (IRAP), which 
now provides financial assistance, technical 
information and field advisory services to 
industrial organizations across Canada, will be 
strengthened. Its scope will be expanded by 
incorporating the Program for Industry/ 
Laboratory Projects (PILP), a technology- 
transfer programme, and the small innovation 
cases of the Industrial and Regional Develop- 
ment Program (IRDP), thus providing a more 
integrated approach and simplifying business 
access. 


e The data bases of the Canada Institute for 
Scientific and Technical Information (CISTI), 
which serve a wide variety of industrial, univer- 
sity and government clients, will be expanded 
to incorporate patent information — a largely 
neglected resource. 


e Continued support of fundamental research 
is essential to the development of a sound, 
technologically-based economy. The federal 
research councils will provide funds to excep- 
tionally able researchers who, in turn, will pro- 
vide focuses for centres of research excellence. 


e The impact and effectiveness of the many 
technology and innovation centres that have 
emerged across the country will be closely 
examined, in consultation with provincial govern- 
ments, to ensure that they are meeting identi- 
fied needs in the transfer and diffusion of tech- 
nology, to avoid unnecessary duplication and 
to identify where additional centres would be 
appropriate. 


e The Unsolicited Proposals (UP) Program, 
which provides private sector firms with the 
opportunity to propose scientific and technolo- 
gical projects of interest to specific government 
departments, is to be expanded to incorporate 
demonstration projects related to new technolo- 
gies. The Source Development Fund (SDF), 
which comprised this element, will be elimi- 
nated, again simplifying programme access. 


e Individual government departments will 
improve the targeting of their research and 
development in order to achieve results of 
greater commercial value. This will be matched 
by a focus on developing adequate technology 
transfer mechanisms. 


New Initiatives for Training 


The adoption of new technologies by Canadian 
industry will require employees with new and 
upgraded skills. The government had already 
recognized the need for a new, innovative 
approach to training with the programme 
announced at the Regina First Ministers’ Con- 
ference. The budget proposes a further $900 
million for training and job creation in 1986-87, 
and the private sector will be encouraged to par- 
ticipate in the design of programmes appropriate 
to local and regional needs. 


Conclusion 


The government is deeply committed to 
increasing research and development and to 
stimulating innovation in Canada. These are key 
elements in achieving economic growth and job 
creation. The measures set out in the budget 
provide direct incentives, especially for small 
business, to undertake research and develop- 
ment, and will make available adequate financial 
resources to enable firms to bring their new prod- 
ucts and processes to the market. Taken in 
conjunction with the streamlining of other 
government support programmes for R&D and 
innovation, the climate is being established in 
which entrepreneurial, innovative companies can 
thrive and help our economy to reach its full 
potential. 


*“So the time for decisive action is here, and the 
federal government is charting a new course. 
Yesterday you heard some of the concerns held 
by my colleague the Minister of Finance, and 
you also heard a message of hope and confi- 
dence.’”’ 


“‘The response to all of these challenges has to 
be a renewed determination to compete in the 
world market through a more aggressive use of 
the new and emerging technologies.’’ 


“TI have been given the tools to do the job I was 
appointed to do, and I am extremely optimistic 
about the future role of science and technology 
in the Canadian economy.’’ 


Hon. Tom Siddon 

Address to the 

Canadian German Chamber of 
Industry and Commerce Inc. 
May 24, 1985 


Programme Information 


National Research Council 
Montreal Road 

Ottawa, Ontario 

K1A OR6 


e Industrial Research 
Assistance Program (IRAP) (613) 993-0331 


Program for Industry/Laboratory 
Projects (PILP) (613) 993-0357 


e Canada Institute for 
Scientific and Technical 
Information (CISTI) (613) 993-1600 


Department of Regional Industrial Expansion 
235 Queen Street 
Ottawa, Ontario 


K1A 0H5 

e Industrial and Regional (613) 995-5771 
Development Program (or contact your 
(IRDP) nearest DRIE 


regional office) 


Supply and Services Canada 
Place du Portage 
Hull, Quebec 


K1A OS5 
e Unsolicited Proposals 

Program (UP) (613) 997-7442 
e Source Development 

Fund (SDF) (613) 994-3791 
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For further information on specific budget 
_ measures: 


Information Division 

Department of Finance 

Ottawa, Ontario 

K1A 0G5 (613) 992-1573 


For additional copies of this booklet*: 


Communications Branch 

Ministry of State for Science and Technology 
Ottawa, Ontario 

K1A 1A1 (613) 990-6142 


* or for related MOSST publications, such as Research, 
Development and Economic Growth and Science, Technology 
and Economic Development. 
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